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At the end of September, 33 coffee producing nations around the world finalized plans to
forge a producers' cartel to drive up world market prices. In response, the US pulled out of the
International Coffee Organization (ICO) which groups both producer and consumer nations
possibly foreshadowing the ICO's complete dissolution. Since the 1989 breakdown of the
International Coffee Agreement (ICA) which established annual coffee export and import quotas
to regulate market prices coffee prices have fallen to 50-year lows, costing coffee producers around
the world an estimated US$12 billion in accumulated losses. In August, given the failure to forge
a new coffee agreement through the ICO, the producer nations decided to form an Association
of Coffee Producing Countries (Asociacion de Paises Productores de Cafe, APPC) to exclude
consumer nations, which had consistently rejected the reestablishment of coffee quotas after 1989.
The APPC is aimed at coordinating strategies among producers to drive up prices, starting with an
agreement by member nations to withhold 20% of exports in the 1993/1994 harvest, which began
Oct. 1 (see Chronicle 08/12/93, 08/19/93, 08/26/93). On Sept. 24 in Brazil, the APPC members held
their first working meeting, where they finalized the Association's formation and reaffirmed their
commitment to abide by the 20% retention scheme. The Association, whose 33 participants account
for about 85% of global coffee production, includes 10 Latin American countries: Brazil, Colombia,
Ecuador, Peru, Venezuela, Nicaragua, Costa Rica, Honduras, El Salvador, and Guatemala. Of the
large coffee producing nations, only Mexico refrained from joining the APPC, preferring instead
to participate as an "observer" at the Sept. 24 conference. Mexico the world's fourth largest coffee
exporter after Brazil, Colombia, and Indonesia is carefully avoiding trade disputes with the US and
Canada in order not to jeopardize the North American Free Trade Agreement (NAFTA). About
90% of the coffee exported by Mexico is sold on the US and Canadian markets, and under NAFTA
Mexico will be able to import up to 40% of shipments to the US duty free, according to Guillermo
Funes, president of the Mexican Coffee Council (Consejo Mexicano de Cafe). "Mexico prefers to
sell its coffee to the US and take advantage of the NAFTA, which is why we will not join the APPC,"
said Funes. "In any case, in general Mexico does not participate in schemes where only one side
is represented. That is why Mexico is not a member of the Organization of Petroleum Exporting
Countries (OPEC), even though Mexico is one of the world's largest producers of crude." Some
APPC leaders fear that since Mexico will not abide by the export retention scheme, it could foment
large scale contraband shipments to that country from Central America, whereby local producers
would sell off their excess stock for re-export to the world market through Mexico. Notwithstanding
fears of contraband, in general Mexico's abstention is not expected to deter the rise in prices caused
by the APPC retention plan. Indeed, on Sept. 25, coffee for December delivery jumped from 79.55
cents per pound to 82.20 cents per pound on the New York Coffee, Sugar, and Cocoa Exchange.
Although the price slid slightly again to 81.10 cents per pound by late September, it is still 16 cents
higher than the price per pound offered at the end of June for future delivery, and it represents the
highest world market prices since 1992. Meanwhile, in response to the APPC's unilateral actions,
in late September the US announced its decision to withdraw from the ICO. The US is the world's
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largest coffee consumer and the most influential of the consumer nations represented in the ICO,
which was formed in 1962. In fact, after leaving the organization, US representatives hinted that
they may consider requesting intervention by the General Agreement on Tariffs and Trade (GATT),
since the US, Japan, and the European Community allegedly believe the APPC's actions may violate
GATT rules of free trade. Nevertheless, APPC nations say they will firmly maintain the retention
scheme, defending their actions through legal channels if necessary. "The measures adopted by the
producer countries have been studied by their respective trade departments and they are within the
bounds of the rules and regulations contained in the treaties which our countries have signed," said
Costa Rican President Rafael Angel Calderon. "We will remain firm in our resolve to push for fair
prices and we are fully prepared to defend ourselves against any accusation that the US or any other
nation submits to GATT." Most APPC nations say the US departure from the ICO will probably
lead to the organization's collapse in the next few months, since the US provided the largest share
of funds to run the ICO and the institution is already in a financial crunch. On Sept. 29, for example,
Nicaragua proposed that the Central American countries resign en masse from the ICO to avoid
paying costly annual quotas to an ineffective, superfluous organization. (Sources: Associated Press,
09/02/93; Spanish news service EFE, 09/23/93; Agence France- Presse, 09/02/93, 09/23/93; New York
Times, 09/10/93, 09/25/93; Reuter, 09/26/93; Notimex, 09/01/93, 09/07/93, 09/20/93, 09/21/93, 09/23/93,
09/29/93, 10/01/93; Agencia Centroamericana de Noticias-Spanish news service EFE, 09/29/93,
10/04/93)
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